
 
 
Patricia M. French 
Senior Attorney      300 Friberg Parkway 

Westborough, Massachusetts 01581 
       (508) 836-7394 
       (508) 836-7039 (facsimile) 
       pfrench@nisource.com
 
       July 25, 2005 
 
BY OVERNIGHT DELIVERY AND E-FILE 
 
Mary L. Cottrell, Secretary 
Department of Telecommunications and Energy 
One South Station 
Boston, MA  02110 
 
Re: Bay State Gas Company, D.T.E. 05-27
 
Dear Ms. Cottrell: 
 
 Enclosed for filing, on behalf of Bay State Gas Company (“Bay State”), please find Bay 
State’s “final” response to the following Information Request: 
 
From the Attorney General: 
 
 AG-20-1  
 

During the hearings on July 13, 2005, the Company shared with the Hearing Officer and 
other parties a “draft” response to AG-20-1.  See Tr. Vol. 7, pp. 1133-1134.  The Company now 
submits its final version of this response with this filing, which is identical to the one circulated 
on July 13, except for the submittal date and other minor formatting changes.  The original draft 
filing circulated on July 13 is also being submitted here for convenience. 

 
Please do not hesitate to telephone me with any questions whatsoever. 

 
 Very truly yours, 
 

 
 

       Patricia M. French 
 
cc:   Per Ground Rules Memorandum issued June 13, 2005: 

 
Paul E. Osborne, Assistant Director – Rates and Rev. Requirements Div. (1 copy) 
A. John Sullivan, Rates and Rev. Requirements Div. (4 copies) 
Andreas Thanos, Assistant Director, Gas Division (1 copy) 
Alexander Cochis, Assistant Attorney General (4 copies) 
Service List (1 electronic copy) 

mailto:pfrench@nisource.com


COMMONWEALTH OF MASSACHUSETTS 
DEPARTMENT OF TELECOMMUNICATIONS AND ENERGY 

 
RESPONSE OF BAY STATE GAS COMPANY TO THE 

TWENTIETH SET OF INFORMATION REQUESTS FROM THE ATTORNEY GENERAL 
D. T. E. 05-27 

 
Date: July 25, 2005 

 
Responsible: Paul R. Moul, Consultant (Cost of Capital) 

 
 
AG-20-1 Referring to Mr. Moul’s response to Information Request AG-10-3, where he 

states that” the addition of companies doing business in the Midwest would 
include companies that are currently under investigation for regulatory 
irregularities,” please provide the following information: 

 
(1) the companies that are under investigation; 
(2) the reasons that they are under investigation; 
(3) any companies in the Midwest that are not currently under investigation 

for regulatory irregularities; 
(4) any companies in the Midwest that are not currently under investigation 

for regulatory irregularities that meet all other criteria to be in Mr. Moul’s 
Gas Group. 

 
Response: (1) Nicor, Inc. and Peoples Energy Corporation 

(2) As revealed in the Nicor Form 10-K/A: 
 
 “Nicor Gas’ PBR plan for natural gas costs went into effect in 2000 and 

was terminated by the company effective January 1, 2003.  Under the 
PBR plan, Nicor Gas’ total gas supply costs were compared to a market-
sensitive benchmark.  Savings and losses relative to the benchmark were 
determined annually and shared equally with sales customers.  The PBR 
plan is currently under Illinois Commerce Commission (ICC) review. 

 
 There are allegations that the company acted improperly in connection 

with the PBR plan, and the ICC and others are  reviewing these 
allegations.  On June 27, 2002 the Citizens Utility Board (CUB) filed a 
motion to reopen the record in the ICC’s proceedings to review the PBR 
plan (the ICC Proceedings).  As a result of the motion to reopen, Nicor 
Gas, the Cook County State’s Attorney Office (CCSAO), the staff of the 
ICC and CUB entered into a stipulation providing for additional discovery.  
The Illinois Attorney General’s Office has also intervened in this matter.  
In addition, the Illinois Attorney General’s Office issued Civil Investigation 
Demands (CIDs) to CUB and the ICC staff.  The CIDs ordered that CUB 
and the ICC staff produce all documents relating to any claims that Nicor 
Gas may have presented, or caused to be presented, false information 
related to its PBR plan.  Parties who were plaintiffs in a dismissed class 
action proceeding against the company could potentially intervene in 
these proceedings.  The company has committed to cooperate fully in the 
reviews of the PBR plan. 
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 In response to these allegations, on July 18, 2002, the Nicor Board of 

Directors appointed a special committee of independent, non-
management directors to conduct an inquiry into issues surrounding 
natural gas purchases, sales, transportation, storage and such other 
matters as may come to the attention of the special committee in the 
course of its investigation.  The special committee presented the report of 
its counsel (Report) to Nicor’s Board of Directors on October 28, 2002. 

 
 In response, the Nicor Board of Directors directed the company’s 

management to, among other things, make appropriate adjustments to 
account for, and fully address, the adverse consequences to ratepayers 
of the items noted in the Report, and conduct a detailed study of the 
adequacy of internal accounting and regulatory controls.  The 
adjustments were made in financial statements resulting in a $24.1 million 
liability at December 31, 2003.  Included in such $24.1 million 
adjustments is a $4.1 million loss contingency.  In addition, Nicor Gas 
estimates that there is $26.9 million due to the company from the 2002 
PBR plan year, which has not been recognized in the financial statements 
due to uncertainties surrounding the PBR plan.  The net of these items 
results in a $2.8 million reimbursement the company is seeking as of 
December 31, 2003, pending resolution of the proceedings discussed 
below.  The company has taken steps throughout 2003 to correct the 
weaknesses and deficiencies identified in the detailed study of the 
adequacy of internal controls.” 

 
 Pursuant to the agreement of all parties, including the company, the ICC 

re-opened the 1999 and 2000 purchased gas adjustment filings for review 
of certain transactions related to the PBR plan and consolidated the 
reviews of the 1999-2002 purchased gas adjustment filings with the PBR 
plan review. 

 
 On February 5, 2003, the CCSAO and CUB filed a motion for $27 million 

in sanctions against the company in the ICC Proceedings.  In that motion, 
CCSAO and CUB alleged that Nicor Gas’ responses to certain CUB data 
requests were false.  Also on February 5, 2003, CUB stated in a press 
release that, in addition to $27 million in sanctions, it would seek 
additional refunds to consumers.  On March 5, 2003, the ICC staff filed a 
response brief in support of CUB’s motion for sanctions.  On May 1, 2003, 
the Administrative Law Judges issued a ruling denying CUB and 
CCSAO’s motion for sanctions.  CUB has filed an appeal of the motion for 
sanctions with the ICC, and the ICC has indicated that it will not rule on 
the appeal until the final disposition of the ICC proceedings.  It is not 
possible to determine how the ICC will resolve the claims of CCSAO, 
CUB or other parties to the ICC Proceedings. 

 
 In November 2003, the ICC staff, CUB, CCSAO and the Illinois Attorney 
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General’s Office (IAGO) filed their respective direct testimony in the ICC 
Proceedings.  The ICC staff is seeking refunds to customers of 
approximately $108 million and CUB and CCSAO were jointly seeking 
refunds to customers of approximately $143 million.  The IAGO direct 
testimony alleges adjustments in a range from $145 to $190 million.  The 
IAGO testimony as filed is presently unclear as to the amount which 
IAGO seeks to have refunded to customers.  On February 27, 2004 the 
above referenced intervenors filed their rebuttal testimony in the ICC 
Proceedings.  In such rebuttal testimony, CUB and CCSAO amended the 
alleged amount to be refunded to customers from approximately $143 
million to $190 million.  Nicor Gas filed rebuttal testimony in January 
2004, which is consistent with the findings of the special committee 
Report and, as noted above, seeks a reimbursement to Nicor Gas of 
approximately $2.8 million. 

 
 Nicor is unable to predict the outcome of any of the foregoing reviews or 

the company’s potential exposure thereunder.  Because the PBR plan 
and historical gas costs are still under ICC review, the final outcome could 
be materially different than the amounts reflected in the company’s 
financial statements as of December 31, 2003. 

 
 As revealed in Peoples Energy Annual Report: 
 
 “For each utility subsidiary, the Commission conducts annual proceedings 

regarding the reconciliation of revenues from the Gas Charge and related 
gas costs.  In these proceedings, the accuracy of the reconciliation of 
revenues and costs is reviewed and the prudence of gas costs recovered 
through the Gas Charge is examined by interested parties.  If the 
Commission were to find that the reconciliation was inaccurate or any gas 
costs were imprudently incurred, the Commission would order the utility to 
refund the affected amount to customers through subsequent Gas 
Charge filings.  The proceedings are typically initiated shortly after the 
close of the fiscal year and take at least a year to 18 months to complete. 

 
 Proceedings regarding Peoples Gas and North Shore Gas for fiscal 2001 

costs are currently pending before the Commission.  Three intervenors 
(Citizens Utility Board (CUB), Illinois Attorney General (AG) and Chicago) 
filed testimony in Peoples Gas’ proceeding and one intervenor (CUB) filed 
testimony in North Shore Gas’ proceeding.  Issues raised by the 
intervenors in the Peoples Gas proceeding related primarily to not having 
financially hedged gas costs during the winter of 2000-2001 and the use 
of its Manlove storage filed to support transactions with third parties 
(“hub” transactions).  Each of the intervenors requested disallowances, 
which vary in amount depending upon the issues raised and the 
assumptions and methodologies used to measure the impact of the 
issues.  In the Peoples Gas proceeding, the AG and CUB have requested 
disallowances, which range from $8 million to $56 million, covering a 
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variety of alleged issues other than financial hedging.  CUB has 
requested an additional disallowance of $53 million and Chicago has 
requested a disallowance of $230 million based on the financial hedging 
issue.  In the North Shore Gas proceeding, CUB raised only the hedging 
issue and recommended a disallowance of $10 million.  The Staff 
requested a disallowance of $31 million in the Peoples Gas proceeding 
and $1.4 million in the North Shore Gas proceeding covering a variety of 
alleged issues, none of which relate to hedging. 

 
 Peoples Gas and North Shore Gas submitted rebuttal testimony in 

response to the Staff and the intervenors on November 13, 2003.  In that 
testimony, Peoples Gas stated that it would not oppose two 
disallowances proposed by the Staff, totaling approximately $5.2 million.  
One of these proposed disallowances, totaling $4.7 million, results in a 
change in the treatment for accounting and rate making purposes of gas 
used to support operational capabilities of Peoples Gas’ underground 
storage.  During the first quarter of fiscal 2004, this amount was 
capitalized as property, plant and equipment and will be depreciated over 
the asset’s useful life.  An offsetting liability for this amount, which is 
expected to be refunded to customers, was recorded.  During the first 
quarter, Peoples Gas also recorded property, plant and equipment and 
liabilities totaling $5.9 million for similar amounts recovered through the 
Gas Charge in fiscal 2003 and fiscal 2002.  A liability was also 
established for the second proposed disallowance of $0.5 million, 
resulting in a charge to income.  Peoples Gas opposed all other proposed 
disallowances and North Shore Gas opposed all disallowances in its 
case.  At a status hearing on September 27, 2004, the Administrative Law 
Judge established a revised schedule for testimony and hearings in the 
fiscal 2001 cases.  The schedule provides for the Staff and intervenors to 
file additional direct testimony on January 7, 2005, Peoples Gas and 
North Shore Gas to file rebuttal testimony on January 28, 2005, Staff and 
intervenors to file rebuttal testimony on February 18, 2005, and Peoples 
Gas and North Shore Gas to file surrebuttal testimony on March 4, 2005.  
Hearings in both cases are scheduled to commence on March 14, 2005.  
The schedule also provides for other routine procedural dates, including 
status hearings, prior to the hearings.  On September 29, 2004, Peoples 
Gas and North Shore Gas each filed a motion for summary disposition on 
the issue of financial hedging.  Staff and intervenor responses were filed 
on October 27, 2004.  Peoples Gas and North Shore Gas filed a reply to 
those responses on November 10, 2004.  The administrative law judge 
has not yet ruled on the motion and no date certain exists for a ruling.  An 
order from the Commission related to the fiscal 2001 Gas Charge 
reconciliation proceedings is not expected before the fourth quarter of 
fiscal 2005. 

 
 In January 2004, the Company received and responded to a subpoena 

from the AG requesting, among other things, information regarding 



Bay State Gas Company’s Response to AG-20-1 
D.T.E. 05-27 
Page 5 of 6 
 

transactions between the Company and Enron or its affiliates related to 
certain issues raised by the Staff and intervenors in the 2001 Gas Charge 
reconciliation proceedings. 

 
 The Company believes that its fiscal 2001 purchasing practices were 

consistent with the standards applied by the Commission in its past 
orders and upheld by the Illinois courts and that it conducted business 
prudently and in the best interest of customers within these established 
standards.  However, management cannot predict the outcome of these 
proceedings or the potential resulting exposure and has not recorded a 
liability associated with this contingency other than with respect to the 
disallowances that Peoples Gas did not oppose as described above. 

 
 Fiscal 2002 Gas Charge reconciliation cases were initiated on November 

7, 2002.  Peoples Gas and North Shore Gas each filed direct testimony 
on August 1, 2003.  A status hearing is scheduled for February 23, 2005.  
Fiscal 2003 Gas Charge reconciliation cases were initiated on November 
12, 2003.  Peoples Gas and North Shore Gas each filed direct testimony 
on April 1, 2004.  A status hearing is scheduled for March 10, 2005.  
Fiscal 2004 Gas Charge reconciliation cases were initiated on November 
10, 2004.  No procedural dates have been scheduled. 

 
 Separately, in February 2004 a purported class action was filed against 

the Company and Peoples Gas by a Peoples Gas customer alleging, 
among other things, violation of the Illinois Consumer Fraud and 
Deceptive Business Practices Act related to matters at issue in Peoples 
Gas’ gas reconciliation proceedings.  The suit seeks unspecified 
compensatory and punitive damages.  The Company and Peoples Gas 
deny the allegations made in the suit and intend to vigorously defend 
against the suit.  On September 22, 2004, the Court granted a motion to 
dismiss all counts against Peoples Gas.  On October 21, 2004, the 
plaintiffs filed an amended complaint against the Company.  On 
November 22, 2004, the Company filed a motion to dismiss the amended 
complaint.  Management cannot predict the outcome of this litigation or 
the potential exposure resulting from it and has not recorded a liability 
associated with this contingency.” 

  
(3) The area that abuts the Northeast region is known as the Great Lakes 

region.  There are many LDCs in the Great Lakes region.  However, only 
three of these companies have actively traded stocks that are contained 
in Value Line and categorized as natural gas distributors.  Two of the 
companies, which are involved in regulatory investigations are listed 
above.  The remaining company is Atmos Energy. 

 
(4) Atmos Energy would otherwise qualify except that it described its 

operations as:  
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 “Our primary service areas are located in Colorado, Kansas, Kentucky, 
Louisiana, Mississippi, Tennessee and Texas.  We have more limited 
service areas in Georgia, Illinois, Iowa, Missouri and Virginia.  In addition, 
we transport natural gas for others through our distribution system.”  

 
  Indeed, with the recent acquisition of TXU Gas Company by Atmos 

Energy, approximately one-half of its customers are in Texas. 
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